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Who Gets Those Farm 
Program Payments? 


veryone has heard about large farms 

getting large government payments. 
Many of the farms in these well-publicized 
cases may also be in generally good finan- 
cial condition, leading some to conclude 
that the bulk of government payments go to 
large farms that don’t really need them. 


It is this latter conclusion that is not sup- 
ported by hard data, according to econo- 
mists Jim Johnson and Dave Banker of 
USDA's Economic Research Service. 


“We know that larger shares of commodity 
program payments go to certain types and 
sizes of farms, regardless of financial con- 
dition. We know there are some large, 
profitable farms out there that receive large 
payments based on production volume or 
the number of acres taken out of produc- 
tion. We know, as well, that not every farmer 
in serious financial stress is producing a 
commodity that qualifies for these program 
payments,” says Johnson. 


“However, our data show that nearly 85 per- 
cent of 1985 government payments and 
crop loans went to farms with sales of less 
than $500,000. The data also indicate that 
nearly 60 percent of total payments went to 
farms with high debt loads, negative cash 
flows, or both.” 


Johnson and Banker are part of a group of 
ERS economists who monitor key eco- 
nomic indicators in agriculture, such as 
farm income and expenses, and farm 
assets and debts. The primary job of these 
economists is to analyze and interpret data, 
as they recently did with the 1985 Farm 
Costs and Returns Survey. 


The survey, taken in early 1986, provided 
in-depth financial information on a sample 
representing 1.6 million farms. This covers 
70 percent of the nation’s farms and 90 
percent of all farms with annual sales over 
$10,000. The survey (described further on 
page 7 of this issue) also offers detailed 
answers on where the money goes when 
the U.S. government distributes billions of 
dollars to farmers in direct payments and 
nonrecourse crop loans under current com- 
modity programs. 


Of the 1.6 million farms covered by the sur- 
vey, 35 percent received government out- 
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lays totaling about $13 billion in 1985. The 
average amount was $24,000 per recipient. 
Outlays include direct government com- 
modity program payments and net CCC 
loans (new Commodity Credit Corooration 
loans minus CCC loans repaid). 


Relating to Debt and Cash Fiow 

For a close look at the financial status of 
those receiving the payments and loans, 
Johnson, Banker, and their colleagues 
compared the payments data with informa- 
tion on each farmer's debt load and cash 
flow position. If debt amounted to more than 
40 percent of the total value of the farmer's 
assets, the farmer was considered to be in a 
“high debt” situation. Otherwise, the farmer 
was put in the “low debt” category. Farmers 
were Classified as having a negative cash 
flow if their expenses (including household 
expenses) exceeded iheir total farm and 
off-farm income. 


Here is what the survey revealed: 


= ee ee 








Negative Cash Fiows, or Both 
Distribution of government outiays:* 


8.1% of 
outlays 


* Data from 1985 Farm Costs and Returns Survey covering 1.6 million farms and $13 billion in direct go 


and net CCC loans. 








@ The 173,000 farms in the most precarious 
financial position—those with both a high 
debt and a negative cash flow—accounted 
for 11.2 percent of all farms represented in 
the survey. Farms in this category received 
more than $2 billion in government outlays 
in 1985. The amount was 15.8 percent of 
the $13 billion in total government outlays 
estimated to have been received by farm 
operators covered in the survey. Of course, 
payments did not go to all farms in this 
group. Payments actually went to 53 per- 
cent of them, with an average payment of 
about $22,000 per recipient. 


® The nearly 680,000 farms showing only 
one of the two major signs of financial 
stress—either a high debt or a negative 
cash flow—made up around 44 percent of 
the farms and received 43 percent of the 
government outlays. Most of these outlays, 
however, were distributed among a sub- 
group of 158,000 farms in a high debt (but 
positive cash flow) position. Fifty-eight per- 
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Nearly 60% of Outlays Went to Farms with High Debts, 








cent in this latter category received a pay- 
ment, and they averaged $50,000 per 
recipient. Only an estimated 30 percent of 
farms in the other, larger group—iow debt 
but negative cash flow—received some 
payment in 1985. The average amount was 
$11,000. 


@ The remaining farms—slightly more than 
700,000 with low debts and positive cash 
flows—did not show either of the two signs 
of financial stress. They made up 45 per- 
cent of the farms and received 41.1 percent 
of the payments. Payments went to 31 per- 
cent of these farms, with an average pay- 
ment of $21,000 per farm. 


What Does It All Mean? 
Johnson and Banker offs; a number of 
observations on this data. 


First, nearly 60 percent of the government 
outlays went to farmers with either high 
debts, negative cash flows, or both. Fifty- 
one percent of outlays went to farmers with 
high debts alone, even though only 21 per- 
cent of all farmers were in this group. Finally, 
nearly 16 percent of total outlays were dis- 
tributed to those with both debt and cash 
flow difficulties—a group that accounted for 
just 11.2 percent of the farms. 


But, if some of the facts speak well for the 
distribution of government payments, oth- 
ers do raise questions. 


Why, for example, did outlays go to just half 
the farms in the financially stressed high- 
debt, negative cash flow category? 


One reason, says Banker, is that these pay- 
ment and loan programs cover specific 
crops. “Although many highly stressed 
farms did get some help, many were not 
reached by commodity programs, probably 
because they do not produce program com- 
modities.” 


And why did 41 percent of commodity pro- 
gram payments and net CCC loans go to 
farms with no apparent signs of financial 
stress? 


The answer is twofold. The first and most 
important reason, according to Johnson 
and Banker, is that eligibility for current pro- 
grams is not based on financial need. 


‘A second reason,” adds Johnson, “is that 
preliminary analysis of our data shows that 
many positive cash flow farms would likely 
have been in a negative position without 
government payments and CCC loans. Of 
course, we don’t know what would have 











happened to these farmers if they had 
chosen not to participate in the programs, 
but we can assume that participation 
offered the highest expected net income.” 


Those Who Didn’t Show Any Need 

All these figures still leave a significant 
number of low-debt farms that would retain 
their positive cash flows without payments 
or loans. What about them? 


“This is a mixed group,” says Banker, “and 
there's no doubt it includes farms with high 
incomes and relatively low debt burdens.” 


While Johnson and Banker recognize that 
these are the very cases that often raise 
legitimate questions about the distribution 
of payments, they also point to the broader 
perspective. 


“The evidence suggests that, generally 
speaking, it is not true that payments were 
going to those who needed them least,” 
Banker says. “The majority of payments 
and loans received by farmers represented 
in our survey were going to high-debt farms, 
and a large proportion of these farms were 
either suffering a negative cash flow or 
might have faced a negative cash flow with- 
out the payments. That majority widens still 
further when you add in the farms with low 
debt but negative cash flows.” 


On the other hand, Johnson and Banker 
readily acknowledge that the commodity 
programs can’t do everything that is 
expected of them. They were not designed 
to discriminate among producers based on 
finances, so those receiving payments dis- 
play a wide range of financial situations— 
from technical insolvency to high profits and 
low debt. 


“The payments are based on production and 
acreage of specific commodities. Given the 
design of the programs and the way pay- 
ments are determined, we can’t expect pay- 
ments to reach all of those in greatest need 
and bypass those who may be able to earn a 
profit without them,” Johnson says. (1) 

[Based on information provided by econo- 
mist Jim Johnson, branch chief, and econo- 
mist Dave Banker of the Economic 
Indicators Branch of the National Econom- 
ics Division, Economic Research Service.] 
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There is no denying that some very large, 
profitable farms receive government 
payments and loans, but the typical 
recipient does not fit this stereotype. 


Big Checks to Some Big Farms, But Midsize Farms Benefit Most 


“There is no denying that some large 
farms receive large government pay- 
ments,” says Economic Research 
Service economist Jim Johnson. 


“But that is to be expected,” he 
explains. “Many commodity programs 
are oased on decisions by farmers to 
voluntarily participate and follow the 
guidelines established for the pro- 
grams, including removing land from 
production. Under a paid diversion 
program, for example, payments are 
based on number of acres diverted. A 
large crop farm with more acres diver- 
ted would typically receive higher 
payments than a small farm.” 


Johnson continues: “Other program 
benefits, such as deficiency payments, 
are determined by the number of bush- 
els or other units produced. This also 
gives the larger farm a potential advan- 
tage in payments received—at least 
until the limits on dollars of assistance 
are reached.” 


Large farms—those in the $500,000- 
and-up sales class—received around 
15 percent of the total outlays (direct 
payments and net CCC loans) going to 
farms represented in the 1985 Farm 
Costs and Returns Survey. These large 
farms make up about 2 percent of all 
U.S. farms. More than half of them 
received a payment or net CCC loan in 
1985, and the recipients averaged 
$105,000 each. 


“Our data confirm that the largest 


average payments are going to the 
largest farms,” says Johnson's col- 


based on their percentage of total crop 
and livestock sales. Their 15-percent 
share of government payments may 
seem disproportionately large relative 
to their numbers, yet that share is well 
below their 30-percent-plus contribu- 
tion to the farm sector's total produc- 
tion. 


The main reason that payments are so 
far below their share of production is 
that many farms in this large sales 
Class don’t produce the program com- 
modities, so they aren’t eligible for 
payments or CCC loans. 


At the opposite end of the spectrum 
are the small, often part-time farms 
with sales below $40,000. They make 
up around 60 percent of all farms, but 
they provide less than 8 percent of 
agriculturai production and they 
received just 5.4 percent of 1985 out- 
lays. Many of these farms, too, don’t 
qualify for the commodity programs, 
and the majority are operated by fam- 
ilies who earn less income on the farm 
than off the farm. 


According to Johnson and Banker, the 
sales classes receiving a dispropor- 


tionately large share of payments, 
based or production, are more in the 
midsize farm category. Farms with 
1985 sales of $100,000-$249,999, for 
instance, accounted for about 27 per- 
cent of U.S. production but received 
38.1 percent of the government out- 
lays. Farms with sales of $40,000- 
$99,999 contributed about 14 percent 
to the sector's production and received 
19.8 percent of total outlays. 


Although, in both cases, the average 
amount per farm was well below that 
received by those in the $500,000-plus 
sales class, the direct government pay- 
ments, by themselves, tended to 
reduce the relative income gap 
between the midsize farms and the 
larger farms. 


“In absolute terms, the average pay- 
ment is much larger to the bigger 

farm, but the payment has a smaller 
relative effect on the larger farm's 
income than the payment going to 
midsize farms. As a result, these direct 
commodity program payments may 
help reduce the inequality in total 
household incomes across the different 
sales classes,” Johnson says. 


Distribution of Government Outlays by Sales Ciass' 





Percent of 


Percent Percent of Average 


Percent of total crop and oftotal farms receiving outlay per 


all farms 


livestock sales outlays outlays recipient 





Sales Class 


$105,000 
$58,000 


$500,000 and up 2.1 31.3 14.7 56 


$250,000-$499,999 5.1 20.0 22.0 62 
mp NaS gy eos 14.6 26.7 38.1 66 $33,000 
farms with the largest share of produc- seeks teed 
tion.” $40,000-$99,999 18.4 14.3 19.8 57 $15,000 


Less than $40,000 59.8 7.7 5.4 18 $4,000 


‘Data from 1985 Farm Costs and Returns Survey. Outlays include direct government commodity program 
payments and net CCC loans. 


league, economist Dave Banker. “But 
you can look at it another way, too. The 


He explains that these $500,000-and- 
up farms produce slightly more than 30 
percent of U.S. agricultural output, 
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Agriculiture’s Financial 


Profile: A Look Behind 
the Aggregates 


Some farmers can look back on 1986 as a good year. No doubt, they are 


outnumbered by those wrn've seen better. 


Agricultural analysts, however, need more than a show of hands to measure the farm 
sector's financial performance. They need detailed farm-level data on receipts, 
expenses, cash flows, debt burdens, and other indicators. Many of the key indicators 
used to determine who fared reasonably well, and who didn't, in 1986 will be 
gathered over the next few months as USDAS annual Farm Costs and Returns 


Survey is taken. 


Economists, meanwhile, are still analyzing resuits of the last costs-and-returns 
survey. It was taken in early 1986 and focused on financial conditions in the farm 


sector during 1985. 


In the following article, economist Dave Banker of USDA'S Economic Research 
Service reviews some of the major findings of that survey, how those findings are 
interpreted, and what they suggest in terms of U.S. agriculture’s strengths and 
weaknesses. He begins by drawing briefly on data from other sources for an 
aggregate picture of the farm sectors income, debt, and asset position. 


M any farmers entered 1986 under vary- 
ing degrees of financial stress aused 
by large debt obligations, lower cor-modity 
prices, declining farmland values, and 
reduced farm exports. However, the overall 
financial performance of the farm sector 
during 1985 presented a mixed picture. 


Net cash income (cash receipts plus gov- 
ernment payments minus production 
expenses) rose to a record $44 billion, up 
from $339 billion in 1984. Major contributing 
factors included a $4-billion decrease in 
production expenses, large government 
payments, and a sharp increase in USDA 
crop loans. Taken together, government 
payments and loans amounted to $20 bil- 
lion. 

Total farm sector debt dropped by more 
than $7 billion—about 4 percent—between 
January 1, 1985, and January 1, 1986. Our 
survey data show substantial reductions in 
outstanding loans by all major farm sector 
lenders, with the exception of the Com- 
modity Credit Corporation (CCC), which 
makes U.S. government-backed crop loans 
to farmers. 


On the down side, farm real esiate values 
declined by about 12 percent between early 
1985 and early 1986. Asset values in the 
farm sector fell by nearly 10 percent during 
the same period. Farm sector equity (total 
assets minus debt) decreased by nearly 12 
percent. 


With assets declining faster than debt, total 
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debt increased to 25 percent of total assets 
at the start of 1986, up from 23 percent a 
year earlier. 


Preliminary estimates for 1986 suggest that 
debt continued to fall, as did the value of 
farm real estate. The drop in real estate 


More Than Half the Farms Showed 
Positive Cash Flows, and 40% of 
Farms Carried No Debt, But 11% Had 
Both High Debts and Negative Cash 
Flows 


Percent of ail farms 





High debt 


* Low debt defined as debt-to-asset ratio of 40% or less. High 
debt defined as debt-to-asset ratio exceeding 40%. 


Cash flow status on grain farms 
was strongly influenced by 
government payments and crop 
loans. 


values, however, was probably in the 8-10 
percent range, compared with declines of 
12 percent in each of the two previous 
years. 


Who's Hurting, Who's Not 

What do these broad measures, and their 
mixed signals, mean in terms of how widely 
financial stress, and financial strength, was 
distributed throughout the farm sector as 
1986 began? This is where the costs-and- 
returns survey becomes particularly useful. 


Two commonly used indicators of the finan- 
cial status of a farm (or any other) business 
are its net cash flow and its debt-to-asset 
ratio. 


Net farm household cash flow is computed 
by subtracting operating expenses, interesi 
and principal payments on debt, and family 
living expenses from total cash income 
(farm and off-farm). To put it simply, farms 
with negative cash flows do not generate 
enough income to meet expenses. 


A farm's debt-to-asset ratio is calculated by 
dividing the dollar value of its total debt by 
the dollar value of its assets. A farm whose 
debts amount to more than 40 percent of its 
assets cannot offset negative cash flows 
through further borrowing or sale of assets 
as easily as a farm with little or no debt. 


A farm whose debt-to-asset ratio is over 
100 percent is technically insolvent. Nearly 
4 percent of the farms represented by the 
survey were technically insolvent at the end 
of 1985. 


Farm businesses with high debt-to-asset 
ratios may remain viabie by generating 
positive cash flows. Similarly, farms with low 
debt loads may be able to offset negative 
cash flows through additional borrowing, at 
least in the short term. 


On the other hand, a farm with a negative 
cash flow and a debt-to-asset ratio greater 
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than 40 percent is caught in a double bind. It 
has neither the ability to cash flow its 
expenses nor the ability to borrow much 
more (if anything) against its assets to gen- 
erate cash for operating and capital 
expenses. 


Our survey indicated that 11.2 percent of 
farms were in this situation when 1986 
began. An additional 10.1 percent of farms 
had debt-to-asset ratios greater than 40 
percent, but with positive cash flows. These 
farms face potential problems in the future if 
their cash flows turn negative. 


There is, of course, another side to the pic- 
ture. Nearly 40 percent of the farms covered 
by the survey were completely debt-free on 
January 1, 1986. And eight farms out of 
every ten had debt-to-asset ratios of 40 per- 
cent or less. (Over three-fourths of the 
farms with no debt and about two-thirds of 
those with debt-to-asset ratios below 40 
percent had 1985 sales of less than 
$40,000.) 


The survey also showed some improve- 
ment among those farms with both negative 
cash flows and debt-to-asset ratios above 
40 percent. These farms constituted a 
slightly smaller proportion of all farms— 
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11.2 percent, down from 12.6—than they 
did in the previous ysar's survey. They also 
held a smaller share of the total farm debt— 
about 37 percent, down from 45 percent a 
year earlier. 


The cash flow picture looked somewhat 
better, too. More than 55 percent of all farms 
had positive cash flows in 1985, compared 
with 49 percent the previous year. 


Government payments and CCC crop 
loans played an important role in helping 
some farms achieve a positive cash flow. 
Survey data indicate that less than 50 per- 
cent of farms had a positive cash flow in 
1985 before government payments and 
loans were included. 


Behind the Aggregates 

Farm financial characteristics vary widely 
by dollar volume of sales, type of farm, and 
region. Farms with annual sales of 
$100,000 or more made up 21.8 percent of 
U.S. farms but owed 67.5 percent of all farm 
debt. Farms in the $40,000-and-up sales 
classes had higher proportions of tech- 
nically insolvent operations and higher 
average debt-to-asset ratios—but 2 lower 
incidence of negative cash flows-—than 
smaller farms. 


Aggregate measures of financial condi- 
tions in the farm sector are very useful, 
but they don’t tell us how widely 

problems are distributed and how con- 
ditiovis vary among different categories 
of farms. This is where USDA's annual 
Farm Costs and Returns Survey fits in. 


The survey provides detailed whole- 
farm data on financial conditions, pro- 
duction expenses, capital purchases, 
and specific production practices. This 
allows the Economic Research Service 
to provide reliable information on finan 
cial and reiated characteristics of farms 
broken down by type of farm, region, 
sales class, and other categories. The 
survey is also used to develop “farm 
enterprise budgets,” which are used in 
cost of production analysis. 


The most recent survey was conducted 
in February and March of 1986. Usable 
responses were received from more 
than 11,000 farm operators represen- 
tative of about 1.6 million U.S. farms. 
The official 1985 count shows 2.3 
million U.S. farms, but the survey 
sample did not cover about 700,000 
mostly small farms with sales of less 
than $10,000 a year. 


The next survey will be conducted in 
February and March of 1987. Results 
will be analyzed and published by 
August 1987. 


Cash grain, beef, hog, sheep, and dairy 
farms accounted for 76.2 percent of all 
farms and owed more than 80 percent of 
total debt. Of all farm types, cash grain 
farms had the highest proportion of farm 
debt, the highest average debt-to-asset 


(continued on page 14) 
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Why 


“Nontariff Barriers” 


Are a Major Farm Trade 
Issue 


Ta a medieval decree that still 
stands, West Germany won't allow 
sales of beer brewed with anything other 
than malt, hops, and water. Almost half a 
wcrid away, Japan maintains strict quotas 
on the amount of beef and’ citrus products 
that can be imported. 


These obstacles to expanded trade fit into 
a wide-ranging and widely used category 
labeled “nontariff barriers.” They don't 
depend on tariffs or levies to raise the 
prices and artificially reduce the competi- 
tiveness of imported products. Instead, 
they use other methods, methods that are 
often more difficult to recognize—and the 
original motives behind these measures 
sometimes have little, if anything, to do with 
trade issues. 


Whatever their purpose, however, the non- 
tariff barriers can be every bit as effective as 
tariffs in denying or restricting access to 
markets. In fact, nontariff barriers to trade 
are probably more important than tariff bar- 
riers in overall levels of world agricultural 
protectionism, according to USDA ana- 
lysts. 


U.S. traders feel particularly hobbled by the 
hodgepodge of nontariff measures that 
effectively close some foreign markets to 
American agricultural products. That's 
because the United States exports a wide 
variety of farm products and has a large 
market share in many of them. 


Such nontariff regulations range from the 
way a farm product is packaged and labeled 
to safety and sanitary requirements and the 
manner in which it must enter an importing 
country (the matter of import licensing, for 
example). 


Hampered as the United States often is by 
nontariff measures, U.S. trade officials 
don't claim such rules are simply designed 
to restrict trade. But American officials did 
press to include an examination of nontariff 
rules in current world trade talks under the 
General Agreement on Tariffs and Trade 
(GATT). 

On the GATT Agenda 

The negotiations, which are being held in 
Geneva, Switzerland, are aimed at promot- 
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U.S. traders feel hobbled by the 
hodgepodge of nontariff mea- 
sures that effectively close some 


markets to American farm 
products. 


ing freer trade among nations. Nations 
abiding by GATT rules now number more 
than 120 and account for four-fifths of world 
trade. Since GATT’s founding in 1947, 
seven major rounds of trade talks have 
helped to lower tariffs and boost the level of 
trade among natioris. 


At the same time, however, nontariff barri- 
ers—such as West Germany's beer purity 
laws and Japan’s import quotas—have 
grown to the point that they widely, if 
erratically, restrict much of the world’s trade. 


In preliminary talks at Punta del Este, Uru- 
guay, GATT members agreed to work on 
reducing nontariff barriers. In this effort, 
they are expected to follow the recommen- 
dations of GATT’s Committee on Trade in 
Agriculture (CTA), which were adopted by 
GATT Ministers in 1984, says economist 
Edward Wilson of USDA's Economic 
Research Service. Among the recommen- 
dations were two important principles: 


© Quota restrictions on imports should be 
loosened or lifted compietely. GATT rules 
should be bolstered and broadened to limit 
the imposition of quotas and other nontariff 
measures. 


® Sanitary regulations and other technical 
barriers to trade, including related admin- 
istrative requirements, should be modified 
as much as possible to minimize their 
adverse effects on agricultural trade. 


The current GATT talks are scheduled to 
last for 4 years—and at least some analysts 
Say it may take that long for a consensus to 
be reached. 


Yet the Barriers Grow 

Despite the 1984 CTA recommendations 
that nontariff barriers should be curbed, 
“the growing use by many countries of such 


measures on agricultural products has con- 
tinued virtually unchecked,” says econo- 
mist Nicole Ballenger, also of USDA's 
Economic Research Service. 


According to Ballenger, a maior U.S. objec- 
tive “is to bring farm trade more fully under 
effective GATT rules. To this end, the United 
States proposes eliminating quota restric- 
tions on agricultural imports and reducing 
other barriers to market access in both 
developed and developing countries.” 


That would, of course, include the United 
States, which has quotas on dairy, meat, 
and sugar imports. 


She adds that the United States also wants 
GATT rules that would trim the use of emer- 
gency import restraints, technical barriers 
to trade, import licensing, and state trading. 
(State trading refers to the practice of some 
nations to trade only through a government 
agency, rather than allowing private firms to 
export or make import purchases.} 


Strengthening GATT rules in these areas, 
she says, means clarifying vague wording 
that has failed to restrain the use of nontariff 
barriers and that has hindered dispute reso- 
lutions. It also means revising the dispute 
settlement process to enable it to function 
more quickly and effectively, and eliminat- 
ing some of the practices giving preferential 
trade treatment to developing countries 
because of baiance-of-payments concerns 
and “infant industry” considerations. 


“For agriculture,” says Ballenger, “the 
GATT deliberations are crucial. Studies 
have indicated that existing levels of protec- 
tion in agriculture have contributed to sur- 
plus production, low world commodity 
prices, and international price instability.” 
She says a freer trade arena could lead to a 
more promising future for American farm 
exports. At the same time, though, con- 
cessions offered by the United States under 
GATT negotiations could expose some sec- 
tors of American agriculture to increased 
competition from foreign exports. Changes 
would be phased in over several years, and 
reductions of nontariff barriers by most or all 
GATT members wouid lessen the costs of 
adjustment borne by producers here and 
abroad. 
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Case in Point: Japanese Import Quotas 


Nontariff barriers to agricultural trade 
have been a source of friction between 
the United States and Japan for more 
than a decade. 


One of the more prominent issues—at 
least in the public squabbles that have 
periodically surfaced since the late 
1970's—is the quota placed by Japan 
on its beef and citrus imports. Discus- 
sions on beef and citrus are expected 
to resume this spring. 


“Japan needs to protect its small- 
scale, high-cost agriculture from inter- 
national competition,” says economist 
William Coyle of USDA's Economic 
Research Service. “Japanese agri- 
culturai protection reflects the country's 
concerns over food security, food self- 
sufficiency, and preservation of an agri- 
cultural base. And these concerns are 
articulated by politically powerful inter- 
est groups.” 

The U.S. view, says Coyle, is that 
“Japan's import quotas on beef and 
citrus products are symbolic of a 
broader problem of Japanese protec- 
tionism.” 

Among industrialized nations, Japan 
has been one of the most restrictive of 
importers. Since 1974, Japan has 
maintained import quotas on 27 prod- 
uct categories, 19 of which are 
agricultural. 


Difficult as these demands for freer, and 
fairer, trade may be, Ballenger notes, 
“GATT talks provide the world’s most impor- 
tant forum for easing the tensions over farm 
trade that have plagued friendly relations 
between the United States and many of its 
trading partners and competitors during the 
last few years.” (1) 

[Based largely on information provided by 
economists Nicole Ballenger and Edward 
Wilson of the International Economics Divi- 
sion, Economic Research Service.] 
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Moreover, Japan has a highly favorable 
trade balance with the United States 
that annually amounts to tens of bil- 
lions of dollars—mostly in the form of 
cars, consumer electronics, and capital 


goods. 


On the other hand, Japan has been 
one of our most stavie overseas mar- 
kets. It is, in fact, the largest single 
purchaser of American farm prod- 
ucts—and has held that distinction for 
some 20 years. In fiscal 1986, Japan 
purchased about $5 billion worth of 
U.S. agricultural products. 


“Nevertheless, the United States con- 
tinues to voice objections to Japan's 
state trading practices, under which 
the government itself imports most 

to the very slow pace of Japan's 
progress in reducing nontariff trade 
harriers.” 


Discussions have centered on beef 
and citrus because of growth in U.S. 
exports of these commodities to Japan 
in the last 10 years, and because these 
markets would potentially be more 
lucrative with further liberalization. 


Foiiowing discussions with the United 
States, Japan announced in August 
1984 that it would loosen the limits on 
imports of beef, fresh oranges, and 
orange juice through March 1988 and 
liberalize imports of grapefruit juice 
beginning in April 1986. 

The expanded quotas are estimated to 
be worth $35-$40 million per year in 
U.S. farm exports to Japan through 
1987. “But beef imports in 1987 will 
still be 40 to 70 percent below what 
they might be under free trade,” says 
Coyle. 

Beef and citrus taiks are expected to 
resume this spring in order to reach a 
new understanding by the time the 
current one expires in March 1988. 


Pressures to maintain nontariff barriers are very strong. Japan's quota on beef imports is 
designed to protect its small-scale livestock industry. 








Rice’s Big Comeback: 
The Difference Is Price 


| n sports, athietes who battle back from 
adverse conditions and perform well are 
sometimes given a “comeback player of the 
year” trophy. If agriculture offered a similar 
award, one of the strong contenders for 
“comeback commodity of the 1986/87 sea- 
son” would be rice. 


Price has made all the difference in the 
demand picture. 


For the last four seasons, the U.S. rice sit- 
uation has been characterized by relatively 
stagnant domestic demand, declining 
exports, and mounting stocks. At the end of 
the 1985/86 season (July 31, 1986), rice 
stocks hit a record high of 3.5 million tons, 
enough to supply more than a full year's 
worth of exports. 


In the current season, by contrast, stocks 
may drop 15-20 percent as rice producers 
enjoy a resurgence both at home and in the 
export market. 


According to Janet Livezey and Sara 
Schwartz, economists with USDA's Eco- 
nomic Research Service, lower prices— 
spurred primarily by the marketing provi- 
sions in the 1985 farm bill (Food Security 
Act)—have caused rice exports to climb 
and rice mills to operate at close to full 
capacity. 

Preliminary estimates indicate that Amer- 
ican rice exports increased to around 2.2 
million processed tons in 1986, up from 1.9 
million in 1985. Sales in 1987 are forecast to 
be around 2.6 million processed tons. 


Livezey predicts that the lower rice prices 
could result in rising U.S. exports for the 
next several years, a far different scenario 
from the one at the beginning of 1986. 


What's more, Livezey says, food pro- 
cessors are scrambling to introduce new 
rice products, and restaurants—helped by 
an increase in the U.S. population of Asians 
and Hispanics—are adding more rice 
dishes to their menus. Use of rice as an 
ingredient in cereals, frozer food products, 
and ethnic foods is also growing. 


The turnaround is dramatic, but so was the 
price cut. Rice prices this season may aver- 
age only about half the level of 2 years ago. 
And government payments to protect Amer- 
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rican producers income will rise sharply. 
Payments may account for about 70 per- 
cent of the total income from U.S. rice pro- 
duction, up from 43 percent last season. 


Sudden Turnaround 

After peaking at about 3.2 million pro- 
cessed tons valued at $1.5 billion in 1981, 
American rice exports plunged. As the gap 
between the U.S. and the world price wid- 
ened, many Asian, African, Middle Eastern, 
and European Community (EC) countries 
began buying lower priced rice, mainly from 
Thailand. 


“The world price for rice was relatively sta- 
ble in the 1960's, but very volatile in the 
1970's when the United States expanded its 
acreage and production to meet rising 
world demand,” Livezey explains. “Even- 
tually, as our loan rates increased and the 
U.S. price rose above the world price, we 
began pricing ourselves out of the market.” 


The United States produces less than 2 
percent of the world’s rice, but has held 
about 15-25 percent of the export market. 
Since 1981, annual U.S. production has 
averaged about 4.5 million processed tons 
and exports about 2.6 million. 


“Foreign countries like to buy U.S. rice 
when the price is right because American 
producers offer a reliabie and high quality 
commodity that's not dependent on irreg- 
ular monsoon rains—a condition that 
affects about 40 percent of the world’s rice 
production,” Schwartz says. “When U.S. 
prices began falling last summer, we started 
regaining some of our lost market share, 
especially in the Middle East, Latin Amer- 
ica, and the EC.” 


According to Schwartz, the U.S. share of 
the world market is expected to increase to 
about 22 percent in 1986/87, up from 
around 18 percent in 1985/86. 


Shifting Markets 

Most of the world’s rice production—pro- 
jected to be about 320 million processed 
tons in 1986/87—is consumed within the 
country where it's grown. Livezey says that 
about 2 billion people worldwide depend on 
rice as their major food grain. 

But only Thailand, the United States, 


U.S. rice exports, until recently hurt by 
high prices, are now enjoying a resurgence. 


Burma, Pakistan, and China are major 
exporters. Almost 90 percent of ail rice is 
produced and consumed in Asia—a con- 
tinent that until the 1970's was the main 
market for U.S. and world exports. 


“When world income and populatior 
increased in the 1970's, many Asian 
nations began expanding their rice produc- 
tion. As a result, the export market shifted to 
Africa and the Middle East,” Schwartz says. 


She notes that exports to these regions 
increased from about 20 percent of the 
world market (1.6 million processed tons) in 
the 1970's to about 40 percent (5 million 
processed tons) by the early 1980's. At that 
time, however, world demand for rice 
imports started declining and the United 
States began losing sales to its number one 
competitor, Thailand. 


“Thailand was able to expand its exports, 
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even though some countries still preferred 
U.S. rice,” Schwartz says. “They were will- 
ing to try and accept similar grades of Thai 
rice because the quality was adequate and 
the price was lower.” 


U.S. rice exports to the EC, Saudi Arabia, 
Nigeria, South Africa, and North Yemen 
were especially hard hit, the economist 
says. In some markets—Nigeria, South 
Africa, and North Yemen—uU.S. export lev- 
els declined 40-50 percent. 


Number One Exporter 

Thailand is the world's biggest rice exporter, 
accounting for 23-35 percent of total global 
trade. The country’s annual exports have 
grown from about 2.7 million processed 
tons in 1980 to around 4.4 million in 1986. 


Rice is central to Thailand's economy. It's 
grown on about half of the nation’s farm- 
land, and about 55 percent of Thailand's 
population of 40 million is engaged in rice 
production or the marketing of rice prod- 
ucts. Last year, rice exports accounted for 
12 percent of total export earnings. 


But since 1985, rising stocks, weak world 
demand, and a series of currency devalua- 
tions have caused the value of Thai exports 
to decline sharply. After peaking at $270 per 
ton in 1984, the price of a ton of rice had 
declined to a low of $186 by April of 1986. 


Despite the strong U.S. challenge, Thai- 
land will remain a formidable force in the 
world rice market, predicts Schwartz. 


“The United States has just begun making 
inroads into the Middle Eastern and African 
markets that switched to Thai rice in 1981. 
Moreover, Thailand continues to seil rice to 
former U.S. customers because its export 
price for many grades is still lower than the 
U.S. price,” she says. “The gap is narrow- 
ing, but for price-conscious importing 
nations, it remains the most important fac- 
tor.” 


Less Production, Higher Yields 

At home, rice production declined about 6 
percent to an estimated 4.1 million pro- 
cessed tons in 1986, down from a 1985 
figure of around 4.4 million tons and a 1981 
high of almost 6 million. 
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Producers are continuing another trend that started in 1980: higher yielding seed varieties. 





Rice producers will be getting 
more of their income from gov- 
ernment sources over the next 
few years. 





Harvested rice acreage also decreased 
from about 2.5 million acres in 1985 to 
about 2.3 million in 1986. 


But achieving these reductions has not 
come without cost, and rice producers will 
be getting more of their income from gov- 
ernment sources over the next several 
years, suggests Livezey. Producers are 
also expected to continue another trend 
they began at the start of the decade: using 
higher yielding seed varieties. 

“Rice yields may average around 2.2 tons 
per acre this year, and improved manage- 
ment techniques and input use could boost 
that total another 400 to 600 pounds per 
acre by 1990,” Livezey notes. “Since 1980, 
rice yields have increased substantially—in 
some cases almost haif a ton per acre.” 


Growing Consumer Choice 

Though U.S. farm prices for rice have 
declined 50 percent from around $7.90 per 
cwt in January to $3.82 per cwt in Sep- 
tember, consumers will probably not see 
any immediate drop in price at the retail 
level or rush out to stock the pantry with 
additional bags of rice, predicts Livezey. 


The average American consumes only 
about 12 pounds of rice a year, compared 
with 114 pounds of wheat flour and 49 
pounds of fresh potatoes. 

But the introduction of new products is giv- 
ing consumers new ways to prepare and eat 
rice, and that is stimulating demand, she 
says. 

“Rice is enjoying a surge in popularity, and 
it's becoming much more visible on grocery 
store sheives and menus,” Livezey says. 


“There's been a lot of consumer incentive 


* recently to ‘try more rice, you'll like it.’” 


The analyst notes that while many com- 
panies have put new products on the mar- 
ket, others are adopting a wait-and-see 
attitude. “There's a lot more competition 
waiting in the wings to introduce some more 
new rice products, pariicuiarly in the pre- 
pared side dish area,” Livezey says. “But 
they're being cautious. They want to see 
what kind of products shoppers are going 
for.” 


Not all commercial rice processors are 
expanding production. Livezey points out 
that beer brewers—in the past, one of the 
fastest growing markets for domestic rice 
sales—are using less rice. The reason: 
Americans are cutting back on beer con- 
sumption. 


So how do rice producers and millers see 
the near future shaping up? According to 
Tom Slayton, director of marketing services 
for the Rice Millers Association, the mood 
is both cautious and optimistic. “The indus- 
try feeling is that we’ve come a long way 
toward getting back on our feet, but there 
are still some variables—iike possibie law- 
maker changes to the farm bill or wiidly 
fluctuating world production—ihat have to 
be considered before the U.S. rice export 
market is fully reestablished,” Slayton says. 


Still, the marketing provisions of the farm 
bill and increased participation: in USDA 
acreage reduction programs have worked 
well to improve this year's supply-demand 
outlook, Livezey and Schwartz contend. 
“The flexibility provided by the current rice 
program has reduced stocks, cut produc- 
tion, and made us more competitive in the 
world market,” say the analysts. 1) 


[Based on information supplied by econo- 
mists Janet Livezey of the National Eco- 
nomics Division and Sara Schwartz of the 
International Economics Division, Eco- 
nomic Research Service.]} 
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Agriculture's Financial Profile 
(continued from page 7) 


ratio, and the next-to-highest proportion of 
technically insolvent farms. Yet they also 
had the third lowest proportion of farms with 
negative cash flows. 


Cash flow status on cash grain farms was 
strongly influenced by government pay- 
ments and crop loans. Of all cash grain 
farms, 38 percent had negative cash flows, 
compared with nearly 56 percent that would 
show negative cash flows without govern- 
ment payments and loans. 


Looking at financial conditions by regions, 
the ten states in and around the Corn Belt 
held 43.5 percent of all farms but owed 53.9 
percent of all debt. They had the highest 
average debt-to-asset ratios and the high- 
est proportions of technically insolvent 
farms. 


Of the farm operator debt reported in our 
last survey, 72.5 percent was held by four 
categories of lenders. Commercial banks 
held 27.4 percent ot the total, federal land 
banks held 22.2 percent, the Farmers 
Home Administration held 15.1 percent, 
and production credit associations heid 7.8 
percent. 


When the figures are in, the key 
financial indicators for 1986 are 
unlikely to show any dramatic 
shifts from 1985. 


Not just farmers, but lenders, too, are 
sometimes jeopardized by the troubled 
financiai conditions in agriculture. 


More than 84 percent of the farm debt held 
by FmHA was owed by farrns with debt-to- 
asset ratios above 40 percent. More than a 
third of FmHA debt was owed by technically 
insolvent farms. 


Not Much Change 

When the figures are in, the key financial 
indicators tor 1986 are unlikely to show any 
dramatic shifts from 1985. 


Net cash income was probably about the 
same, as a further decline in production 
expenses and an increase in government 
payments offset an estimated drop in cash 
receipts. Land values declined perhaps 
another 8-10 percent. Farm sector indebt- 
edness almost certainly dropped again, but 


Measures of Financial Stress Vary Widely Among Different Types of Farms’ 


by less than asset values, leading to some 
additional loss in farm equity. 


Although overall farm sector income is con- 
tinuing at a relatively high level, a substan- 
tial share of that income is coming from 
government payments and loans. Many of 
the farms recording positive cash flows 
would be on the negative side of the ledger 
were it not for the payments and CCC crop 
loans. 


Moreover, even with the large payments, a 
significant number of farms are still experi- 
encing financial stress caused by high debt 
loads and negative cash flows. Lenders 
carrying the debt of these operations in 
their loan portfolios face large potential 
losses as well. 


From all available iruicators, some of the 
adjustments in farm sector debt, land 
values, and production expenses that are 
necessary for recovery are continuing to 
take place. However, as 1987 begins, prob- 
lems remain in the farm sector's financial 
profile. Clear evidence of a solid recovery 
has yet to appear. C) 

[Written by economist David Banker of the 


National Economics Division, Economic 
Research Service.] 





Percent 
of all 


U.S. farms farm debt 


Percent §§ Average 


Percent of farms showing: 





of all debt-asset Negative 
ratio? 


High High debts and Technical 


cash flows debts$ neg. cash flows insolvency* 





25.7 
6.0 


4.3 


1.5 
49 


39.1 
11.3 
2.1 
Other livestock 5.1 


All farms 100.0 


37.3 37.9 
4.2 53.3 


5.4 20.0 


1.0 16.0 
48 24.0 


26.5 16.0 
16.7 27.0 
1.6 24.0 
2.5 10.0 


100.0 22.0 


29.1 13.3 6.5 
18.0 10.5 2.5 


9.8 3.0 


6.7 


11.2 





‘Based on 1985 Farm Costs and Returns Survey. 2 Expressed as a percent. ?Farms with a debt-to-asset ratio greater than 40%. “Farms with debts exceeding assets. 


F&RMLINE/December-January 1987 





Monthly Price Monitor 


USDA's November 1986 index of farm 
prices increased 3.3% from October but 
was 1.6% below its year-earlier level. Corn 
prices rose 22¢ to $1.55 per bushel, the 
highest since July. Wheat, at $2.68, was 


the highest since June. Soybeans gained 
21¢ to $4.88, and cotton moved up to 
45.8¢ a pound, the third straight monthly 
increase since July's 26.8¢ low. Lettuce 
jumped back above $6 per carton. Except 
for choice steers, meat animal prices 
turned down. While choice steers rose to 


$61.51 per cwt, the highest since 
December 1985, utility cows dropped to 
$35.91, the lowest since April. For the first 
time in 6 months, barrows and gilts 
slipped below $55 per cwt and broilers 
below 60¢ per pound. All prices shown 
are monthly averages. 
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Outlook ’87 Charts 


You can have a published copy of the charts presented at USDA's 
63rd Agricultural Outlook Conference held in Washington, D.C., 
December 1986. 


This speciai publication wil! carry the approximately 150 charts used 
by ERS Conference speakers. Each chart, measuring 41 by 5% 


inches, will be printed in black and white for easy reproduction or 
use on overhead transparencies. 

To Order Outioox 87 Charts 

Send a check or money order for $2.75 domestic 

($3.50 foreign) to: 


Outisok ’87 Charts Number of copies ordered —___ 
EMS/USDA, Room 228 Enclosed is my check 

1301 New York Ave., N.W. or money order for $___ 
Washington, D.C. 20005-4789 made payable to EMS/USDA 


(Outlook ’87 Charts will be sent to you by return mail.) 


























